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Expansion of National Income—

Variations in Industrial Origin and Distribution

NATIDHAL incoms has moved wpword throughout the
yeaT to date, continuipg & succession of incresses unbroken
sinee the sutamn of 1954,  Anaual-rate ﬁiﬁ on the vrder
of §2 to $3 billion ware recorded in the 2 quarters of
1957, and & further rise is elearly indicated for the third
quarter by the trend of current earnings in the monthly
personsl income deries.

The incregse in total nationel income this year over 1056
has been widely distribvied among the mejor industry divi-
sions, the uptrends in communication public ualities,
tronsportation, and services in particular being well sus-
teined.  Among the msajor types of income, orate profibs
havre not advanced, despite expanding sales; is in con-
trest to  the continued inersases mg:sberad by employea
::gmqunaa.t.ion and most ofher forma of earnings. ‘gee-
chart.

The same tendancies in the composition of the national
income have characterized the whole period since the latter
part of 1055, when the econotay mauy be said to have re-
coversd from the 1954 recession. ‘This is the period covered

by the present artide—a period during whi ion in
ﬂ::ra value of nationel JIIDDIE.H and prolgﬁet reflected not unlg
& further growth in the volume of cutput but also a marke

advance in the general price level,

Industrislly, the services and public wtilities were among
the faster-growing divisions in 1958 as well as in 1957. The
period, however, has boen marked by considerably meore
uniformity in rates of ndvance among the various industries
than prevailed in 19563-55, when the marlet readjustment
bore quite unevenly on different parts of the industriel
Béructure, ]

Corporate profits, the most volatile alement of nakionsl
incoma, dropped shnaply on g8 before-tax basis from 1953
o 1954, rose strunglga uring the 1856 racovery and expansion
sod subsequenily hsve been broadly stable. The dollar
total of o typer of esypinga reflected in rueh lemger
degree the 1953-65 Auctuetions in eeonomic activity, ancd
has since expanded by one-tenth in the aggregute.

Types of income

The accom ing text table presents helf-pearly chan
in the sepsona %;d]uﬂhﬂd anoual rete of national income
ouncsd snd fairly steady growth char-

o
aoterized the movement of loyes compensation from the
latter hal of 1935 through the first two quarters of this
year. Such compensation, which eccounts for mora than
two-thirds of total netional incorue, reschod an ann te
of 3258 billion in &he third quarier, & percent higher thign in
the eame pariad of 1956 {table 1]. .

Interesi; income hes risen strongly. While it accounts
for only a little over & percent of the total netionol incerae,
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ite rate of wsien throughout the Ef: decade hes heen
very rapid. This accelerated growrth been dia in part
t0 the interest rates which hava prevailed in recent

years, but a much more importent cause has been the ex-
pansion of private debt.

. Proprietors” and rental incoma has moved i Iy
since the and of 1955. The course of the total hias reflected
light but persiztent uptrends in the nonfarm components.
Net income of farm proprietors has fluctuated around a
horizontal trend during most of the period.
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The profits share of nationsl income—measured before -
toxes and exclusive of inventory gaina—in the second
quarter was off Iractionally from tha first quarter. At a
seasonslly adjusted annual rate of $40H billion, it was
ehout 52 billion lower than in the final quarter of Inst yesr,

Review in terms of half-vearly totals serves ko smwoth
out most of the sharp but transitory ges conspicuous
in tha l&u&ﬂu Bgures. Profits are then seen to have baan
easentinlly anpged since early 19546,

Zorporate Profits Stable

Percent -movements in corporate profits, messured with
end without invenfory gains, ara summarized in the following
text fable. %fau::s are segsonally adjusted annual rates
in billions of dollars.)

The effective rate of Federal and State toxes on corporate
incomsa (including inventory gsins) is ¢stimated at a little
over 50 percent. Reflocting the stobility of profits Lefore
taxes, after-tax profits in the firsi half of this year held the
same nanusl rate of $21 billion which had heen recorded for
anch half of 1956,

Dividends rose from 312 billion last year to an annual raie
of 312% billion in the Arst § months of 1057, end retained net

T
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income a declined somewhat further, Such Te-
tantions have f from $10 bilion 1o 1065 to $9 billion in
1956 and an $8% billion annwal rate in the firsi half of 1857,

Allowing as far az possible for seasonal patierns apd in-
veniory gains or losses, it appears that profits in the com.
munications and public utilities industries have continued
0 expand this year as in 1956, while those in manufacturing
and transportation have continued to drft fractionally lower.

Eammfs in finanee, comparatively stoble lest year, Tose
somewhet in early 1057,
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Estimates of hefore-tax profits by broad industry divisions
are shown on s hali-yeerly basiz in table 2. Seasonal pet--

terns of profits ars variable or otherwisa obscure in
induatriea, and systemaiic edjusiment for ssasonality s
difficult; the adjusted dats given in table 3 should thevefore
be conzidered merely rough estimsates.

Profits off in manufacturing

In terms of the seasonally adjusted seriea, profits in mann-
facturing as a whole wera under 1956 levals in the
ﬁrst“ﬂﬂlgl of this Jear. ba ] wis shown primayily in
the anto industry’s recovery of ground lost in the 195556

market contraction. The nonsuto transportstien squip-
ment industry salep reported a substantial expansion in
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profits, snd the uptrend in the electzical machi “groud
contited. .'Eeaidgs the sustained heavy demand ;nr DPro-
ducers’ durables, eamings in these industries reflected the
igh volume of defepse procurement. . .
0N last wear's tendency to weoakness 1. certain
buﬂimg materials lines whare demand has bean associated in
part with new housing construction besamne more evident
after the turn of the year; and profits in furniture manu.
facturing decli as wall. Most other durables indusiries
alao moved slightly downward from their 1956 levels. In
total, bowever, first-half profits in durablee manufecturing
seem to have been at an anoual rate somewhat ahove that for
the full year 1956, though lowear than in lata 1955.
Frofits in nondurablez manufscinring were approximstely
stable during 1956 on a helf-yearly basis, at snpoal rates

close to that recorded for the lstter helf of 18565, The dip
recorded siuce the turn of the currant yesr was compara-
tively widespreed amopg the individual groups, was

eopocially sharp in tertiles and apperel.

Narrowing of Profit Margins

The general overall stability of profits sinca their 1955 up-
swing hes mvelved declines in the ratios of profits to corporate
sslea, to corporats grosa produet (i. e, seles lese interbusiness
cost purchmeses), snd to incvme oziginating in corporate
businsgs. These dechines have reprezented substantial dol-
Jar smounta snd have been widespread through the industzial
structure of the economy.

The ratic of before-tax profits to sales for all corporations
combinad wae off from 6% percent in 1955 to 6 t lagt
yeer, and & further drop is indicated for the frst half of 1957
{table 4). The profits perceniagee of corporate gros prod-
net and of togel ncoms originating in corporate business hove
moved dowoward in parallel fashion. The two latter
measures are preferred over corporete sales s o basiy of
comparison for total corporaie profits, since they provide
unduplicated measures of productive activity. :

The seurse of the profits pereentage of incoms originating,
which in this period way be taken ns gen representative
of moverments m the other profit raticz os well, has been

downwand since 19558, At 22 peresnt in that
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Talle 2—Corporate Profits Before Tax, by Major Industrics, Half-
Yearly, 1954-57
[z biIHons of dollars, onadjoated for semanal wirlspaon]
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year, the ratio was well helow the pestwar highs Tecordsd
in 195051, but dipped further to 204 percent in 1956 and
declinad below 20 percent in the first half of 1957. The
accopanying chart pute thase shanges in the perspective
of 8 35-year historical record.

* The available purvent information shows some dechnes
in profit marging in industries where there hes been a rela-
five softening of demand, Lumber end nonferrous metals

Growth of National Income
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manufacturing, for exmmple, reporited particulsrly sharp
drops this year. The tendency to lower profit margina,
hovwever, 19 not, confined to such cases, Rather, it seema to

have affected the t majority of all industries for which
data on profite on 3ales or incoree originating are avail-
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able. The text tabla below Hlustrates its wid char-
acter in terms of ebanges in profit-gales ratios from 1955 to
1956 for broad indusizy divisions, (Profits dala used are
without mventory valuation adjustment; uss of adjusted
%ﬁﬂ would not chenge the general picturs significantly.)

ils incompleie data ﬁr the first of this year suggast
that the genoral dovnward movement may have besn

Profits and Total Properly Income as
Percent of Income Originating in
U. 5. Corporalions
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in some of thess mdustry divisions, it as apparenily contin-
usd in the mejority of theto.

Parcant Chapges In Profit-Bales Ratios, 1086-66:
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In prineipls, such declines rnight have reflected shifts in
the eomposition of szles such that typically low-profit in-
dustries mcreased their fraction of the divicon totals. More
detailed in=pection of the record shows, however, that the
decline in profit ratios was widely distributed within aa
wall a8 among the major ndustry divisiens listed in the table.
The case of mnnui&ctuﬁnﬁnwhﬂrﬁ much detailed nformation
on profite und sales iz available, provides an example. FProfit
ratioe have tendad downward since 1955 in well over half of
all the groups distinpuished, both in the durables category
and among the nondurahles.
m‘I‘hﬂ repart oo snwnd;glum gales aa;im profita t]:fbmmtﬂa-

g _corporstions rele n&rﬁr mon )
Fﬂ%a and Seourities and Kxzchangas Dnmmgmoua
i aigo illustrative. It shows sales up 5 percent from the
same guarter of 1956, but profits foactionally lower. The
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decline in profit maﬁins affected 13 of tha 23 industry groups;

and two-thirde of the linez recording lowsr margins did so
in spite of sales incrapses.

Table 8.—Copcporate Profite Before Tax, hy Major Industries, Hali-
Yearly, IEIE‘!---’cTr'l'hjr 1
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Profit being dependent on the relationship between cost
and revenues, neither one alone can provide a explans-
tion of the changesin it. In ferms of the intevaction between
the two, it may be sald that from 1955 to 1956 labor costa
rose about $2) billion more than in proportion W corporate
glh'osa product; other cost charges advanced fractionslly more

an in proportion; and profits fell sbout 3 billion short of
maintaining their 1955 ratio. Tentative estimatez for the
Bzt hinlf of 19567 indicats that both labor and nonlaber costs
eontinued to riss faster than revenus.®

The rise shown in table 4 for capital consunption allow-
snees is due partly to the sccelaration of wﬂt&ﬂfg permittad
for income tax purposes under the Kevenue Acts of 1950
and 1954, These provided, respectively, for emergency
amortizetion of defense facilitiez and for use of the dechming-
balanee and sum-of-yesrs-digits formulee as alternatives to
straizht-line deprecistion on new copital assets acquired after
1953. As was noted in last morth's SurvEr, hy 1956 cor-
porate depreciation chargea were 3 or 4 billion dellars higher
then they would have been had these laws not applied, The
eITLer smortization provisions accounted tor over half
of this effect. - ) . .

Tha profita share of nationsl inecome is massured so as to
reflect this acceleration of write-offs. Tt it did not do so,
the profit ratios in table 4 would decline less markedly and
would compare less unfavorably with thosa of the earlior
19505, Tha decline would still :‘]ﬁlm significant, however,
and the general picture presented here for the period mnee
1555 wmﬁ::’in not be affected in substantial degrea.

Employee Compensation Expands

Az table 5 shows, in recent yasrs nround cne-third of all
employee compensation bes eome from manufacturing,
[rade has accoumted. for about one-sixth, as has povernment
{including government enterprises). Bervioes have cons
tributed somewhat under one-tenth of the total, and leszer
frections have arisen in construction, trensportation, and
othey industry divisions.

Totsl compensation of employess has registered advances
of around 3 or 4 percent in each bhalf-year since late 1955.

I...l.nhuanmmnngjm&lrtmh thi 1955-5T of mnrglng e kindies 3 tnd-
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This growth hes reflected uptrends in every major industry .
division, though manufaeturing hes tended to lag behind
the allandustry rate of rise. Uﬂnﬂtl'l.l{.‘rﬁﬂn.i for which a
comparatively sharp incresse was reported last year, was
up only moderately further from 1956 to astly 1857. Most
other divisions maintsined substentislly the seme rejstive
posifions ss in 1858, on 4 hall-yearly basis.

Current data on peyrolls (not including sapplements
indicate that from the first quarter of thiz yeor to the
the pattern hes heen modified by some increase in the rela-
tive conftibution of the sarvice and finance industries and of
government, snd by o slight decline in transportation pay-
rolls. Factory wapge payments have declined mm the auto
indusiTy, but have been about steble so_far this yesr in
other manuiactoring industries. Salaries in manufacturm
have moantinned their axp@.nsion in the third guarier, an
woges and salgries combined have shown little net changs
from the first quarter of the yoar.

Table +o—-Corporate Preduetion, Comts and Frodts, 1H2-571
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. The total of nonagricultursl employment, seasonally od-
justad, advanced from 51.8 millisn 1o December 1955 to
$2.5 million o yenr lnter. By the third quarter of 1957 it
was around 52.8 million. Most of the 1856 expansion pnd,
on balance, all of the limited insrease during 1957 so far have
tolen pléce in nonmanufacturing industries. From Decem-
ber of 1956 to August this year manufecturing Bmglloymenb
daclined 0.2 million to a total wnder 17 million, while trade
rosa by a like number, ) 11% million; service snd
government recorded similor relative geina. The course of
eruployee compensation has raflacted thesa trands in amploy-
ment, together with & &anﬂral upward movement in average
BM'];IL::I;I.EB {and frastional d e in the length of the work-
weelk).

A yeview of date which cover most private industries
a te that hizher howrly earnings were the principal factor
in the growth of emp]u{aa compansation during 1956: on an
all-industry basis this factor apparently accounted for over
two-thirds of the advancs in private payrolls within the .
year. Tha rise in employment having since slackenad, the
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" growing ei & relatively steady pace. Shifts in
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relative importanca of boosts in the payroll expansion
haa been even greater thi E:?mr than last. Payre

This overall pattern hes been reflected in verying degres
in the exparience of most industries. Wholesale wade pro-
vided an exception in the firat half of 1957, employment
gains contributing more to pafymll expansion than higher
aversge aarnings. Statistics for other nenmanufacturing
industries, however, reveal comparatively few such ex-
cepions.

The data for all manufacturing and for e 1 majority of
individual manufacturing iodustries also 351"3'% n.]pat.gm-n
closely resembling that suggested sbove: Advancing hourly
earnings appear as the chief positive factor in the course of
totn] wages iz hoth durabl and wondursble-goods
categories sinca the intter part of 1955.

Industrial Origins of National Income

To & large axtent, shifte i she industrial strueture of
nstional income tend to reflest swings in the levet of buziness
activity. Such swings are likely to be quite proncunced in
certain markets—e. g, In those for comstruction and for
producer and eonsumer dursbles. During any given period,
therefure, industries ing these aregs are apt to show

increases or declines than do industries serving more
stable markets.

Since the end of 1955, the value of total autput has baen
& mndustrip!
structure of the national income have bean eorrespondingty
miner, the major industry divisions expanding more or less
together.

The accompanying fext table shows this tendency towards
uniformity of movement. It has becn particnlarly pro-
nounced during the past year, with a subsiantial majorivy
of the principal industry divisions recording hali-yearly gains
rarving batween 2 and 4 percent. The ant
implied for the full year early 1956 to sarly 1957 are
eYen mMore cloaalt',' bunched together, shortterm fregularities

having av out to some extent.
Changes in national sncome, by indusiry divieion
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The results of comparisons of rates of chapge among
industries depend partly on how the reference period is
divided, The cose of the lorge manufaat division illus-
trates this point: The advance shown for the first half of
1957 actually raflects the rise which oceurred toward the end
of Isat year, rather than any subsequent gain. (The lavel
reached at year and, which has sinee been ebont maintained,
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was significantly sbove tha third querter of 1056 and henece
above the second-helf average for that year.)

Diegpite this qualification, the degree of uniformity of
movemont a5 am the brosd industry divisions of the
economy is one of the striking charscferistics of the period
following the cyclical upswing of 1954-55. In this connec-
tion it may be noted that the major contractions of lest year
in residential construction and in autos seem t0 have leveled
off, s¢ that their affect in producing disporities of moventent
within tha industrial stroetura has diminished. There hae
also baen & tendency, partly tracesbla to maricet or technical
cireumstances and & matter of coingdencs, for spectfic
offsets to develop within the fHielda of industry sffected by
such contractions. Examples sre mentioned below.

The table also suggests that in this period such differances
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have shown slightly mnaﬁmuthnﬁzgmga rates of incresse
during the period 2s a whole.

The flow of income from communications snd public
utilities expanded more than 10 percant from late 1855 to
carly 1057. The telecommunications and electric and gas
utility indugtries, which aceonnt for the bulk of the income in
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thiz divigion, have grown thronghout the postwar period, Az
the number of households and busingsses to be served has
increased and a3 nationel steadards of efiiciency snd con-
venience have called for ¥nereasiog use of telephones and
othear alectrieal and g:.s equipmeani.

The demand for business and personal services has re-
flacted the same prowth factors. In addition, services such
a5 advertising are favored by inoreasingly competitive buysi-
nesa condidions, and cerbein other lines have been expanding
to regain the relative positions they occupied in the economy
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before World War IT (ses the srticle on “Growth of the
Consumer Service Market” in the May 1856 Svavey op
Cuzrint Pustyess). Incozme in the service industry
division as & whole has sdvanced rether steadily in the
nmsnt.{pariud to Teach an anaual rate of $37% billion in the
first half of this year {tabls 6. ustomarily
The need for eduvestional snd other 2ervices o i
supplied by State and local governments bas increased in line
with the related population trends, inclnding the rising per-

-

centage of arban and subuzben households reqairiog munie- -

ipal services. Income mgmntuﬁlm government, which is

mess by compengation of io employees, has reflected
these devalopments in p , together with some rise in
nverige pay rates,

Unlike the indusiry divisions just considered, transporta-
tion shows clearly the income effects of Aunctustions m the
demand for commodities, and the course of income in it also

" yeflects rate adjustments which have gone into effect more or

less simnultanesusty over lerge sections of the industry. The
principal irregulernities shown in the table—relatively sharp
sdvaaces in early 1956 end early 1857—are apparently due
in part to rail freight rate adjustments,

Income chanpes in most other industry divisions have
shown specisl patterns iraceable ]?alciy to shifts In the
merkets for particular o riss nrabla goods, Of
many such oases sfiecting the recent ndusicy pettern of
income, perbaps the most parvesive snd influemtial heve
besn those of autes snd residential bousing.

Ineome jn manufacturing, which hes amomnted to over
$100 hilliom at apnoual rate since the upswing of laie 10855,
bas been wffected }ga chonges in both of these industries.
The msjor role of suio industry has been suggesied in
the discnssions of wages and profits above.  Apart from auto
industry profits and production workers’ wages peid by that
industry, total income in manufactming showed A paitern
of growth a,ppraoia,‘;h{fy different from that suggested in the
text tabls for manufacturing as & whols, nmghfmparaent,
3 percent snd 1 percent respectively in the lost t periods
distinguished. ‘These advances, respon to the expansion

of the market for producers’ dursble equipment snd of da- -
fense procurement among other develepments, would have

been even more merked m the firat of 1956 and mors
limited thiz year but for the affect of changes in sutomotive
demand {or rabber, primary metals, textiles, glass, paint and
s¢ on. The decline of privoie nonfarm houswng starts from
a 1.3 willion annual rate in the second half of 1955 to a rats
under 1 million in early 1057 had similarly ganeral implica-
tions, affecting income in furnitwre, bo old eppliances
and building materials manufascturing.

The effects of such market shifts were also apparent in
other ind divisions. In trade, en income flow on the
order of $80 billion i annual rotes hae tended to fuctuate in
accordance with variations in demand for antes, furniture
and & , In cular. Income in the finance, insurance
aad estate divigion bas reflacted the need for services in
comtﬁgtl.;l;m mcﬁl the growth in the Etogk th'::‘ housing 2nd in-
vas Halilﬂ ion of this need has slowed
with the _mmg:;urasi mg'ﬁ constriretion aotivity and the
mora deliberate pace of credit expansion for this and other
business and consurmer purposes.

0Of the induatry divisions not shown separately in tbe table,
mining j# of interest 4s representing an exception t¢ the gen-
a:'a.l patt-etll-ln aggg_eetad above., Mining income has expanded
strongly thou
ing to the demand for metal for 1dustrial and ot

ar equip-
ment and to the risi:ulf need for motor and rasidsntiul&?uall;.
Special factors, including strikes last summer and the Sunez

cTisis around the curn of ths year, have obscured the longer--

termn tendencics in thie division,

throughout ihe parin-dil reapond-




